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SUMMARY 


With soaring sugar prices, continued foreign investment, and a large 
expansion of domestic credit, the Dominican economy is one of the 
brightest economic spots in Latin America. Last year's healthy growth 
rate of 7.5 percent will be followed by 6.5 percent this year. A 20 
percent inflation is expected on top of last year's 17 percent. The 
quadrupling of petroleum import costs will be almost exactly offset by 
increased sugar earnings. Net foreign exchange reserves are expected 

to vary very little fromlast year. Revenues from additional taxes on 
Sugar exports will assist the Government in financing dams, power plants, 
irrigation systems, airports, highways, and tourist facilities which it 
has planned. Loans already arranged or anticipated from international 
lending institutions will help cover the foreign exchange costs. Hotel 
construction in the capital is booming. Although the Daninican Government 
and ALCOA have not thus far reached an agreement on proposed higher taxes 
and royalties on bauxite exports, the investment climate in the Dominican 
Republic remains attractive. More and more foreign firms are taking 
advantage of the new industrial free zones being organized over the 
country. Shipping costs are up sharply, but service may be expanded and 
improved. President Balaguer was re-inaugurated for a third four-year 
term on August 16. Imports from the U.S. doubled during the past year. 
Various favorable business and investment opportunities exist as the 
Dominican Government undertakes many new programs and completes older ones. 
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CURRENT EOONOMIC SITUATION AND TRENDS 


Dominican Economy is Still Booming - One of the brightest economic spots 
in Latin America, the Dominican Republic enjoys contimed economic 


growth and prosperity. While the 10 to 12 percent growth in real Gross 
National Product experienced at the beginning of the 1970's fell to 7.5 
percent in 1973 and may only reach 6.5 percent in 1974, this is still an 
impressive performance considering the decline in growth currently being 
experienced in so many countries. Allowing for the high population increase 
of 3.5 percent annually, this means that the growth in real per capita 

i ncome in the Dominican Republic is expected to be 3.0 percent in 1974 

as compared to 3.6 percent last year. 


A strong export performance, continued foreign investment, new loans from 
international lending agencies, and, last but not least, large public 
investment financed almost entirely from surpluses in the budget, and foreign 
aid, have been important factors in the rapid growth of the economy. Public 
investments at constant 1962 prices almost doubled from 1969 to 1973, rising 
from $66.7 million to $129.7 million; in the same period private investments 
rose from $176.9 million to $249 million. 


act of World Petroleum Prices - The principal clouds on this otherwise 
Brae horizon are the quadrupling of world petroleum prices and a sharp 
increase in the rate of domestic inflation. The quantum jump in petroleum 
import costs has been accompanidd by a 10 percent increase in the consumption 
of petroleum and petroleum products. The Dominican Republic will need an 
estimated additional $100 million in foreign exchange to pay for added oil 
import costs. 


While there has been no problem of petroleum or gasoline shortages, the 
effects of the world petroleum situation are being felt, nevertheless, in 
such areas as fuel costs. The State-owned electric power company is already 
under considerable financial strain as a result of rising fuel costs. 
(Surcharges for certain classes of industrial users have been imposed. ) 
Because of power shortages and outages, aggravated by an average 13 percent 
annual increase in the consumption of electricity, industries have been forced 
to put into practice a policy of rotating non-work days in different parts 
of the country. Just as water scarcity has become something of a constraint 
on agricultural development, power scarcity threatens to become a constraint 
on industrial development. 


The Dominican Government is grappling with these problems in various ways. 

Four new gas-generating turbines have recently been added to the power system, 

and two 80,000 kw. thermal generators are now being installed. The Valdesia 

Dam should begin to produce electricity during the first half of 1975, anda 

loan from the Inter-American Development Bank has just been announced for the 

Bao Dam. The latter will complement the Tavera Dam, a hydroelectric and irrigation 
project already in operation. 
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Strong Inflationary Pressures - For more than a decade the Dominican 
Republic enjoyed remarkable price stability, but it now suffers the 
phenomenon afflicting much of the non-Communist world, Part of its 

1973 inflation, perhaps a fourth, was imported through higher fuel, food, 
and other costs. The import-substitution policy pursued in recent years, 
leading to high-cost domestic production, is an additional inflationary 
factor,as is declining domestic production in some agricultural areas. 


A major contributing factor has been a rapid expansion in available 
domestic credit which began as far back as 1968, and which culminated 
with a 35.7 percent increase in 1973, an increase roughly five times the 
increase in real GNP that year. The consumer price index for the capital 
city of Santo Domingo, which had only increased 4.3 percent in 1971 and 
8.5 percent in 1972, jumped by 17 percent in 1973 and will probably go up 
by approximately 20 percent in 1974. 


In attempting to cope with this inflation, the Dominican Government extended 
price controls on certain food items considered essential, such as beef and 
edible oils, The enforcement of other controls was tightened. In addition, 
the Price Stabilization Institute of the Dominican Government has been 
importing beans, corn, edible oils, rice, and wheat and selling them at less 
than cost. While not affecting wholesale prices significantly, these 
measures have held down food prices for consumers. 


As in most inflationary situations, wages have tended to lag behind price 
increases. Some wages have been froxen. Fixed minimum wages generally have 
not kept pace with inflation. 


Balance of Payments Developments - The Dominican Republic's balance of inter- 
os — appears to be in rough equilibrium, with the likelihood 

t net foreign exchange reserves will not vary by mor illi 
the level at the end of last year. In 1973 the” terms Oo Shs 
export prices increased by 24 percent and import prices by only 17 percent. 
The Dominican Republic must import all of its petroleum, and the sharp increase 
in world oil prices which began toward the end of 1973 came as quite a jolt. 
This set-back has been largely offset by the higher prices of virtually all 
export products of the Dominican Republic. 


Sugar prices on both the U.S. and world market have reached record highs. 
Moreover, the Dominican Republic, unlike many sugar-producing areas, has 
expanded the volume of sugar exports significantly, from 874,000 short tons 
in 1970 to 1,230,000 short tons in 1974. Sugar prices on the U.S. and world 
markets are now around 34 to 36 cents a pound, compared to nine and ten cents 
per pound in 1973. Since part of the 1974 _ was sold on the futures 
market last year, the average price received for the1974 harvest was 15 cents 
per pound as against an average of eight cents the year before that. Future 
sales of the 1975 sugar crop, about 44 percent of which has already been sold, 
have, reportedly, averaged 20 cents per pound. 
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In sum, foreign exchange earnings from sugar will come to about $315 million 
in 1974 as against $205 million in 1973. This $105 million increase will 
just cover the $100 million increase in petroleum costs. It remains to be 
seen what the future balance will be between sugar and petroleum prices. 


Other export developments have generally been quite favorable. Receipts 
from cacao for the first half of 1974 were $42 million compared with fT? 
million for the same period in 1973. Coffee exports increased in price by 

19 percent and in volume by 35.5 percent. Bauxite rts increased a little 

in volume but declined about 10 percent in price during the last year. 

Tobacco exports stagnated in volume and declined slightly in price. Ferronickel 
shipments were up, but initial heavy start-up costs, notably for plant imports 
and debt service, have eaten into these foreign exchange earnings. 


Net public and private capital inflows into the country were up slightly, but 
these were almost exactly offset by combined net outflows of goods, services, 
and transfers. 


Consequently, the change in the country's foreign exchange holdings will not 
be significant. For years it has operated on a narrow margin of international 
reserves, and foreign exhange controls remain in effect. The official rate of 
exchange is one Dominican peso to one American dollar. On the parallel 
exchange market, the rate fluctuates between 1.10 and 1.15 pesos to the dollar. 


Dominican Government's Fiscal Performance - The fiscal performance of the 
Dominican Government, which in recent years has been one of the best in Latin 


America, is expected to be even better. In the early 1970's the tax revemmes 
of the Central Government have been approximately 18 percent of Gross National 
Product, the third highest such percentage in Latin America. 


In 1972 the Central Government met 95.4 percent of its total expenditures from 
ordinary revenues The percentage dropped to 91.8 percent in 1973. For the 
first quarter of 1974, the Government met all its expenditures from ordinary 
revenues, and recorded a surplus of approximately $11 million. Revemmes from 
Sugar exports, under two new tax measures in 1974, will almost triple. 
Consequently, the Dominican Government is in a very good position for the 
domestic financing of its various programs and projects. 


Investment Climate is Good - The Dominican Republic is among the most attractive 
areas in Latin America for foreign investment. Government policy promotes 
investment through tax incentives and through building the infrastructure of 
the country which would help support it. New foreign investments range from 
the large ferronickel project which recently came on stream and the gold mining 
project which is about to be implemented to the production and exportation of 
mushrooms. Hotel construction is booming, and other investments for tourism 
are expetted in the near future. 


Following the lead of Jamaica, another bauxite producing country, the Dominican 
Government initiated talks in April 1974 with the Alumimm Company of America 
(ALCOA) aimed at renegotiating the terms of the latter's bauxite concession. 
Talks were suspended in July when the two dides were unable to agree on a 
formila for higher Government taxes and royalties on bauxite exports. Talks 
are momentarily expected to resume. 
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In December 1973 amendments to the Agent Distr outer Law were promulgated 
which added considerable protection for local agents vis-a-vis the foreign 


companies they represent. The amount of compensation due an agent or dis- 
tributor who loses his product-line was increased, and local bers of 
Commerce were established as principal arbiters in disputes. Article 12 
of the Law prohibits all non-Dominicans except those who have been resident 
in the country for four years from "carrying out, promoting, or developing 
the importation, sale, lease, or any other type of traffic or exploitation 
of foreign merchandise or products." 


Industrial Free Zones - Industrial free zones, where materials are brought 

in duty-free, processed by local labor and re-exported, are expanding 

rapidly. New industries employing several thousand Dominicans are now 
located in such zones as La Romana, San Pedro de Macoris, and Santiago. 
Another zone is under construction in Puerto Plata. Problems of unanticipated 
ash and cinders from nearby sugar mills operating during the harvest season 
have been largely overcome by the installation of air conditioning. The 
industrial free zones have created substantial additional employment 
opportunities in the country which has a large unemployed and underemployed 
work force. 


Shipping May be Expanding but_is More Expensive - Ocean and air freight costs 
or the inican Republic will rise an estimated 48 percent during 1974. 
Dominicans are following closely the announced plans of the Commonwealth of 
Puerto Rico to buy out three ocean freight lines and set up its own maritime 


authority. A large percentage of the freight between the Dominican Republic 
and the United States is transshipped through Puerto Rico. 


In August 1974 a new Dominican shipping company was formed, the first such 
company for engaging in major international trade since the Trujillo era. 

The new company, to be associated with Seatrain, will use some foreign flag 
ships on lease, and may purchase some small ships. The Dominican Republic 

is reportedly studying the possibility of giving protection or favored treatment 
to Dominican shipping companies. 


Proposed improvement of the Port of Haina just west of Santo Domingo, with new 
harbor protection, navigational aids, and dock facilities for container ships, 
could lead to a substantial saving in time on direct shipments between the 
Dominican Republic and the United States. The Dominican Republic has been 
Studying port improvements for some time and is discussing a oan from the 
Inter-American Development Bank for this port- improvement project. 


Construction Continues Unabated - Both Government and private construction 
continues unabated. Aside from tourism (see separate heading below), some of 
the more important upcoming public projects are as follows: 


1. The Sabana Yegua Dam for irrigation and some electric generation, 
at an estimated cost of $60 million or more; 
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The Bao Dam to add generating capacity to the existing Tavera 
Dam, at a cost of about $45 million; 


Widening or replacing the highway between Santo Domingo and 
Santiago, at an estimated cost of $125 million; and 


4. The reconstruction of the Port of Haina just west of Santo 
Domingo. 


Other projects include a possible oil refinery to be built by American 
Ultramar Limited at Azua, a large shopping center in Santo Domingo, 
smaller dams, various road construction and rehabilitation projects, and 
housing. 


Tourism - The Dominican Government is laying heavy stress on foreign tourism 
as a future source of foreign exchange earnings. It is currently discussing 
with the World Bank a loan to finance infrastructure, including roads and a 
new international airport, for the north coast in the area of Puerto Plata, 
Sosua, and Rio San Juan. At the same time, it is negotiating an Inter- 
American Development Bank loan for a hotel and tourism project at Boca Chica, 
25 miles east of Santo Domingo. 


Within the capital city several new hotels are being built and old ones 
refurbished. Construction began in 1974 on a $14 million hotel with convention 
facilities to be managed by Loews. Sheraton announced a new hotel with some 
200 rooms, Gulf and Western is currently building a new hotel with 220 rooms 


in the capital and has leased the old Hispaniola, which is now being 
extensively remodeled. Two smaller hotels of about 60 rooms each opened in 
early 1974 and four more are under construction. 





IMPLICATIONS FOR THE U.S. 


The Dominican Republic is now the largest market for U.S. goods in 
Central America and the Caribbean; for the first five months of 1974, 
Dominican imports from the U.S. totalled $164 million, more than double 
the same period in 1973. This should continue to be an excellent 

market for a broad range of U.S. products, particularly since U.S. prices 
and delivery are increasingly competitive with the Europeans and Japanese, 
and there is a strong traditional preference for American products. 


Some of the most important opportunities are in the energy and construction 
fields. The $40 million purchase of U.S. generating equipment in 1973 by 
the State-owned Dominican Electric Corporation is only the first part of 

a new $300 million equipment purchase program for the 1973-1982 period; 

in 1974 the decision on the purchase of at least one 80MW or 116MW thermal 
generator will be made. There is also a substantial opportunity for the 
sale of generators for home and industrial use. The tourism and other 
major construction projects listed earlier all represent major possibilities 
for U.S. engineering or construction firms. Related direct sales potential 
includes construction supplies and equipment, hotel and restaurant furnishings and 
supplies, cooling machinery, pumps, centrifuges, and fluid power and water 
supply equipment. 


Other products which offer good direct-sale opportunities are food processing 
and packaging machinery for all types of tropical fruits, vegetables, and 
other food products for local consumption and export; agricultural machinery 
and equipment; business equipment and systems; and sports and leisure items. 


The Dominican Republic is giving new stress to agriculture, Supporting the 
Dominican Government's program in this sector is a $12 million loan from the 
U.S. Agency for International Development. Various irrigation projects and 
feeder road programs are underway. Pumps, portable irrigation equipment, 
tractors, and farm machinery in general should be in greater demand. 


As President Balaguer begins his third four-year term in a climate of 
stability, the Dominican Republic has underway or is initiating policies 
and measures along the following lines: 





Expansion and diversification of export-oriented industries. 
Public investment in dams, power plants, irrigation projects, 
public buildings, and roads and highways. 

Development of tourism. 

Additional emphasis on agricultural development. 


Revision of industrial incentive laws and regulations in order 


to encourage labor-intensive industries with a high content of 


domestic products. 


All these programs and measures represent significant opportunities for U.S. 
commerce and investment. 
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